foreacenble future (page 7).
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upartofitstnmiﬁodnoﬁﬂuu uthom-gut the nssgu"
hm 11:. objoot:lm to US policies and objectives 1u Japen (pn(.' 8).

Jo.ptu'o' p&l‘t".il hindering prooent trade revival (pago 4).
Australians continue to uphuise their role in Pacific dotme (p&go ‘4).

Tokyo Trials have resulted in varied publio roao‘biom: tho Emperor?'s
mumored abdioation, however, is held unlikely (page 6). Labor unrest in
private industry in Jepan threatens to develop tb oritical proportions and

Bmay presege extemsion of restrictioms on trade union activity to industriss
affeotad with the public interest (page 8). __

Dospita recent reports of uprisings in Notth Korea, thora is no prospeet B
of open or orgsnized opposition to that Sovie'h puppet regime within the -

‘The battle for Central China continued with umbatad fury as Communist
forces, despite prese reports to the contrary, continued to constriot the -
Nationalist position at Heuohou (page 9). Although & Communist ettack on

" Banking looms imminent, there has been no comoerted eff'ort to move the

Govermment elsewhere (page 9)s T. V. Soong, in soliciting further US aid, '
has informed US offioials thot he and the other governors of the southern’ .

- provinces will continuc the fight againet Commmism (page 10). Meanwhile,

Cotmunist authorities in Mukden have thus far indicated their desire to i
cooperats with the US (page 11). The ourrent farmers' boycott of large cities

ot)the lower Yangtze Valley is hastening the fall of these urban,areas (page <~
12).
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SWMURY (comtimed) S
The situation in Indomesis remains tense (page 14)e

A sethlement of the Framoo-Victnanese dispute 1s being dsleyed by
further nsgotiations, lisamahile, in Imdochina, there has been a strong
Tesotion to the proposed DeGeulls progrem (pags 14)e

'An BOA allocation will assist niokel produstion in Now Caledonia
(page 16). ' N
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SECTION II, DEVELOPMENTS IN SPECIFIED AREAS
GENERAL

USSR intensifies activity regarding Japan *g"

As a part of its expanding program throughout the Far East, the USSR
has in the past two months greatly intensified its overt astivity and
interest in Japan. Molotov in his speech on the anniversary of the October
Revolution reiterated his nation's interest in the comolusion of an early
peace treaty. It is improbable that a peace treaty oan be conoluded at
this time, however, becmuse the USSR will not abandon its right of veto nor
the other interested nationa their respective stands; therefore, the spsech

‘may be an indication of intensified propaganda from high level sources.

Farthermore, the USSR introduced before the Far Eastern Commission (FEC)
in late September a bid for international controls of Japanese industry by
“those powers most interestsd" which would extend beyond e formal peace
treaty. This proposal has met opposition from other FEC oountries, especially
the S, It is the US position that, following the conclusion of a peace
treaty, Japan will be subjeot to the terms of the treaty rather than to the
FEC or other interim ocontrols. The USSR has also demanded that the FEC
call upon the US to inform it of "the substance™ of a reported "secret
military conference” held in Tokyo from 12 - 14 Ostober. A prompt rejection

. of the implication that the FEC deoision on "Basic Postsurrender Polioy for

Japan” is being violated was publicly issued by the US.

On still another level, the Soviet Member of the Allied Council for
Japan beginning in late August has on several ooccassions been sharply oritical
of SCAP as well as the Japanese Govermnment regarding the revision of labor
pollicies and alleged restriction of civil liberties of both laborers and
University students, o

A further phase of overt propaganda activity has been the increased

strength of the transmitter faoilities of several Siberian broadoasting

stations which beam Soviet propaganda to Japan, Even standard Japanese radio
sots are capable of easily picking up the broadoasts.

Covertly, it is probable that the USSR has at least eanctioned if not
actively enoouraged the Japan Communist Party's ectivity in fomenting the
ourrent wave of strikes in Japan.

The ultimate Soviet objectives regarding Japan obvicusly include the

-withdrawal of oocoupation forces but the immediate objective is caloulated

on the local scale to hamper the US implementation of ococupation policy end
to harass the Japanese Government. On the intermational scene Soviet
sotivity ias intended to cause the US embarrassment as a "warmonger" as cone
trasted with the USSR's peace-loving proclivities,

=SheREt-
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“Japan's ggt" areates present trade diffioulties "B".

: 4s & result of a conferenve on most~favored-nation treatment for Japan
between Cormomwealth and US ropresentatives, definite prosress has been

made toward securing scceptance of the proposal at the April 1949 meeoting
concerning the General Agreement on Tariffs and Trade. Nometheless, intense
objections were net from the UK which fears Japanese cummoroial competition,
sspeoially textiles. In addition, so much conbern was expressed over the
absence of an effective exohange rate that Embassy Paris believes the
establishment of & rate is an almost essential prerequisite for obtaining

agreement in April,

The hesltanoy in according Japan a most~favored-nation treatment arises
generally from the memory of Japanese pre~war "dumping" taotlos although of -
course a large part is attributable to fear of competition es suoh. Howover,
spparently, this hostility is not strong emough to preclude several of the
govérnments in tho Commomwealth from entering into trade agreements with
Japan as exemplified by the recent sterling area trede agreement amounting
to $220,000,000 (sse B/FE Weekly 3 - 9 November 1948). It eppears that the
reluctance to grant the most-favored-nation's treatment to Japan refleots a
desire to hold sconomic weapons in reserve which can be applied against
Japan if the latter again resorts to unfair competition. .

Australians emphasize role in Pacific defense | ‘ - wpn

The Australien Prime Minister, Joseph Chifley, has expressed little
interest in the Atlantic defense agreements now being negotiated by the
Western Powers, INowever, the Minister of Defense has ipndicated that
Australiats request for leadership of Comonwealth defemse cooperation in
the Paocific was granted at the recent Prime Winistor's Conference; and it
is highly probable that the Anstralian Govermment, upon conslusion of the
surrent Atlantio defense disoussions, will contimue to press for an auxiliary
agreement incorporating the Paoific defense system of the Commonwealth into
& world-wide allied defense network,

, Augtralin, in any event, will attempt to beoome the main Pacific base
of the British Commonwealth serving not only as a center for strategic and
industrial development but as a distribution center. Exphasis will remain
upon the expansion of industry, the development of natural resources and
the transfor to Australia of some portion of military power f'ormerly con--
oontrated in Great Britain and elsewhere in the Far East. This will enable
her to inorcase her usefulnsss as a primary support area remote from the
soens of a future Buropsan or Asiatio conflict.
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GENERAL (oontinued)

Fo basto departure is expected from the S-year defenss program
initiated in 1947 which is now consuming some ctm&’:;w-.
mtional incoms. In recent months progress mede in this progrem has
includeds (1) marked nawal expansion, cresation of a new Naval Air .
Foroe and the reastivation of the maval base at Baxns, in the Admiralty
Islands; (2) organization of a Joint-War-Production staff and Intelli-
§on0e Burean t0 coordinate Commonwealth defense in the Paocific with the
" United Kingdom and New Zealand; (3) increased appropriations for soien-

tific research and development and contimming scientific research at the
Gommormealth Rooket Range Projest; (4) organigation of additional Army
and Navy reserve units; and (6) announcement of the labor Govermment's
decision permitting the despatoh of volunteer reoruits for overseas

servioe,

, Approved For Release 2005/0%DP79-01082A000100020034-1
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entire culpability for aggreesion against the Western Powers rather
than the nation as a whole being guilty. Finally, the nation is keyed
up by re~occurring rumors of the Emperor's abdication in connection
with the carrying out of sentence.

The Experor is allegedly deeply perturbed by the judgement on some
of his long-time intimates and by the personai attacks on him on the
~ part of some of the jundges. His abdication is not considered a likeli-
- bood, however, as: (a) -such action would :}heg symbolic of national guilt
and the present government will not foster such sentiment and (b) the
. US having absolved the Emperor, MacArthur will not samction the abdi-
cation because of the international implications and the Japanese
political turmoil that would result,

’

- SCAP-suggested strike bans in government employ-
ment where previous crises have centered has rendered that ares, for the
present, relatively quiescent. Government smployees are limited to
‘attacks through Diet representatives on the proposed revision of the
National Public Servioce law (NPSL) restrioting their trade union rights.
Anong workers in private industry, however, strikes and other dispute
tactics have increased considerably in the last few weeks, Fallure of
negotiations between mine ¢perators and employees in the coal and metal
mining industries have touched off "wave’ strikes while rejection of
mediation efforts in the electric power industry has threstened the
Tesuzption of power cut~offs, _ _

Dissatisfaction centers around the workers need for wage increases
to match mounting inflation, Management finds itself unable to meet
these wage demands with its own resources and must look to the govern-
ment for incrsased subsidies. For its part, the government, however
much it might be ixmpressed by the justice of the workers case and by
the political inexpediency of incurring ths ill-will of labor at this
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(2) to hold #ze 1ine as regards the leval of prices.

~ Im view of the intimate relation of coal mining producticn and electric
mmhmmmmmmmm.

elsctrical worksrs sgainst power ocuts involving ococupation forces, trans-
pertation and/or production servioes, Recently he warned coal miners that
strikers would have their pay and specisl rations docked during the period
of the maliout, SCAP bas also indicated, through a Govermment Seotiom
spoksspan, that it mey de necessary for the government to protect matfomal
W&u%&tmdhypﬁsammmnhnpﬁntehﬂmtrm
enterprises are involved,

To date the Yoshida Govermment has followed a policy of rejecting as
sxtrsns the wage demands of the workers. It is also wrging early passage
of the revised NPSL and dissolution of the Diet, Basically representative
of conservative business and agriculturel interests Yoshida's Democratic-
Idberel party may be expected: (1) to limit general mage increases and
(2) restrict the trads union rights of workers in private industries
affected with the public interest. 8ince it lacks majority control of the
House of Representatives, however, the 'Yoshida' Govermment favors post-

ponsment of a legislative attempt to settle such wage and legal issues

until after elections, which if held soon would undoubtedly strengthen the

Democratic-liberals band, Its success in this strategy depends on Yoshida's

ability to limit the present session of the Diet to 1ssues

extraordinary
- immediately related to the NPSL and to prevent labor umrest from getting
out of hand, While SCAP has not taken a positive stend on the qusstion of
Dist dissolution the US commitment towards Japanese economic recovery may
compel further intervention in labor matters and more direct support of

too early to predioct that open revalt bty
military groups mey be expected at a certain date or
acoordance with any time schedule, Reports of unrest began late in
and have steadily increased in frequesncy, but it is
oconsidered doubtful that any organized resistance exists in North Kores,
It 1s unquestionably trus that tight police control and surveillance in

£
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afitional Sovist styls hawe been effectiwe in the tion

wmaitummtmmﬁmwmh

onposted the mass of dissatisfied pecpls have a common lsader, ars

setretly equipped with arms and amamition, and friction between the

ngumxmnmmtnummumrm
s alash SRS,
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sts continns reduction of Government's Hsug sition. LTUJ
Duﬁ.  press repor ¢ contrary ocurren 8 ve on

Bsushou, after emciroling the oity and seriously constrioting Mationalist
defense lines, now threutens to overrun the entire Nationalist position
in the Nsuchou area. ZThe concentration of Natiocualist troops in the
Pengpu area south of Hsuchou constitutes the only remaining obstacle
attwart Communist Gen. CHEN Yi's path to Nanking, The Communist
attacks, which began a little over a week ago, developed as a typicel
Commmnist envelopement with probings for weak points in the Hationalist
defenses, The Government's defensive chain was broken whenm the main
force of two Nationalist divisions east of Hsuchou defected; the
‘_communista then vigorously exploited this break and succeeded in
isolating the principal Nationalist force on this flank. Weantime,
Commmnist pressure on the north, west, and south defenses of Hsuchou
continued and they stepped up their harrassment along the entire length
of the Hsuchou-Nenking rail line. At present Communist forces are
capable of either reducing Hsuchou by assault or leaving a sufficient
foroce to contuin the city and let it rot on the vine, while the bulk
of the Communists drive directly on Nanking. This appears to be the
most likely line of Communist endeavor. When this occurs the Govern-
ment in Nanking with its inadequate defenders will then be faced with
the bitter choice of evacuating Nanking or accepting Communiat terms
of surrender. ﬂ

In North China, the only other area where signifioant Hationalist
forces ramain to fight the Communists, LIN Piao's Manchuriamn forces
have begun to filter thru undefended Great ¥mll passes and appear to
be massing for a push on the Kailan Mines and the Peiping-Tientsin
area. Remnants from the Nationalist Army's debacle in Manchuria
have also begun to appear in the Tientsin area where thsy place an
additional strain on already limited Nationalist food stocks. Although
YU Tso-yi has reportedly evacuated Paoting and Chengte, capitals of
Hopel and Jehol respectively, he is not capable of resisting the
Communists. The Generalissimo's move in giving FU a carte blanche
over all military operations ir North China appears as an admission
of the Generalissimo's growing inability to extend his authority over
rogiml leaders.

The present National Govermnent is rapidly _nesring its end. ‘Despite wpn
the imminence of Nenking's fall no concerted eilort has been made to
move the Government, and any last minute attempt to do so will only
amount to the flight of certain high officials. CHIANG Kai-shek's
personal power has kept the Government in the anti-Communist struggle
despite 1ts loss of public confidence and the general desire for peace
which is shared by maqy Naticnalist officials. The Government's base
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through mediation, might desire: a) to assist the Chinese Communists

to peaceful dominstion of China; and b) simultasneously, to prevent the
Chinese Communists from attaining any significant degree of independence
from the uSSK,

The Soviet Ambassador is again discussing with Nationalist officials,
most of whom earnestly desire a negotiatsd peace, the possibility of
Soviet mediation; but it is the intention of the Communists, not of
the Nalionalists, which is of paramount importence. Chinese Communist
military successes in the past two months have amply demonstrated
that the Communists are capeable of eliminating orgenized Nationalist
resistance in the near future, and the Communist radio has annocunced
thet the Communists absolutely will not negotiats with the present
leaders of the National Government. 4hus & genuine Soviet effort to
mediete at this time would almost certainly indicate a geumuine Soviet
anxiety as to the future independence of the Chinese Communists.
Comrmunist assent to a Soviet mediation proposul, if the mediation were
to take any form other than meore liaison between the Communists and
those Natiommliat elements still acceptable to the Communists, would
tend to establish in fact the Soviet-Chineso Uommunist solidarity
recently proclaimed in theory by MAO Tgo-tung. Communist refusal to

-accept a mediation propesal, while permitting the USSR to retuin publicly
its propagsnde position that the civil war is purely "an internal
affair," would compel the USSR to exert privately every resource to pre-
vent any increase in the independence of the Chinsse fommunists,

Fall of Yangtze cities hestened by farmeirs' boycott. Domestic ngh
commerce has virtually ceased between the cities and countryside of
Nationaliet China. WNot only have farmers been unwilling to trade,
but provincial and hsien authorities heve clamped dovn on exports of
agricultural commodities. Controlled prices, governmental confiscation
of commodities entering cities, and distrust of the gold yvan are
responsible. in part, for this oreskdown in rural-urban itrade, Overe
shudowing &1l such contributory causes, however, is the hedging by
rural areas ageinst future politicul collapse and militery threets,

Thus, by waiting for the return of some semblance of politicel stubility,
the farmers are hastening the full of the urban areas and the conaequent
collapse of the National Government.

The crltical food situation was temporarily essed in the lower npe
Yangtze Velley by the release of Government emergency “hourds of crain,
the imposition of martial lew on 10 Hovember, and the promise of
inersased ECA food shipments. although reports of Nationalist military -
successes at Hsuchou resulted in extremes price drops on 13 November,
adverse news expected in the next few days will touch off enother round
of wild price jumps. by Government default ECA is carrying the responsi-
oility for the grain ration program in Nanking and ®hanghei but sdditional
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shipments, 1argely from Siam, are not expected to arrive before the
end of the month. :

The issuance of gold and silver coins to redeem gold yuan at the e
rate of GI $40 to US 4l will be undertaken by the Chinese Yovernment
on 22 November. This is a desperate effort te restore morale and
confidence in the curremcy. lthe feilure of the gold yuan has necessitated
the use of hard currency to pay for military and civil requircrents
and especially for urgent rice purchases. Foreign obligations have
been forgotten (ECA will pay for all current needs from sbroad).
Redemption of gold yuan with the meager Government holdings of gold
and silver ie a final gasp. +<he casuing false prosperity will last
only until Government reserves sre exhzusted.
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INDONESTA

Situation remains tense. Uhile Foreign !Tinister Stikker is facing
serious ﬁfﬁcuit‘ies; securing acceptance in The Hague of the results of
his meeting with Republican Premier Hatta, Dutch authorities in Batavia
continue to step up preparations for military action, The Dutch Army
Information Service has inecreased the tempo of its press campaigns which
are apparently almed at justifying any military moves. The Republicy
appreciably weakened by internal strife during the last few months, is
awaiting the Dutch decision before it makes a determined appeal to the
UN Security Council, However, even if the Netherlands Csbinet decides
to resume GOC negotiations with the Republie, the divergence on basie
issues betwoen the parties as well as mutual distrust continues to be so
great that a peaseful political setilement appears impossible.
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Settlement of Franco-¥ietnameso dispute delayed by further negotiations. "B"

Lenfithy nepgotiations further delaying the setilement of the Franco-vietnamese

dispute are anticipated as a result of the appointment by former Annsmite

emperor Bao Dai of Vietnamese representatives to discuss the techniecal agree-
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| DDOCHDA (continsed)

ments envisaged in the 5 June protocol, Since the French Cabinet must
decids upon its representatives for the Hegotiations, Overseas llinister
Coste-Floret is attempting to limit the choice to persamnel of his min-
istry. However, Premier Queuille's assistant on the Vietnamese problem
is insisting upon delegates from other ministries, particularly Foro:\gn
Affairs and National Defense,

Meanwhile in Indochina, President Xuan of the Provisional Central
Government of Vietnam is looking forward to High Commissioner Pignon's
iminent arrival in the hopes that pressing domestic problems, particularly
those of South Aman's aduinistration, legal jurisdiction in Goshinchina
(which will require French Assenbly consideration), and the French and
. Vietnamese representation on the Council of Cochinchina, can be solved,

General Xuan optimistically believes that individual aecords can settle
these particular disputes, and, in addition, can become the framework for
a definitive treaty which will define future Franco~Vietnamese relations.
Xnan hopes that the arrival of the new High Commissioner signifies that
‘an agreenent has been reached with Bac Dai on the delicate questions of
diplomatic representation and foreign trede. Howsver, his wishful think-
ing is further evidence of the growing impatience and fruetration of the
pro-French Vietnamese who are still awaiting implementation of the Framso~

Vietnamese Agreement signed almost six months ago by former High Commissioner

) Bolhert, Gemral xuan and Bao Dai.

%g reaction to med DeCaulle Fgm Both favorable and
unfavorable reactlions a propos eGaulle~RPF program for Indochina -
have appeared in the Saigon press during the past week. Basically, the
program specifies that separate diplomacy and a campletely autonomous army
ars not compatible with Vietnam's membership in the French Union. In
~addition, since this membership requires that Vietnam have a part in the
defense of the entire Union, it will be necessary to permit French troops
and bases on Vietnamese terri'bory and subordinate the Vietnamese army to
the French High Command, The hesitant approval which appeared in some
Saigon circles was probably inspired by Gaullist supporters, while the
complete rejection of the RFF plans came from a Seigon editor who is the
chief Vietnamese spokesman for the non-Communist nationalists in Vietnam,
He is particularly dissatisfied with the RPF proposals for a special legal
status for the French, the maintenance of federal services under French
control, the implication that a plebiscite must be held to determine
Cochinchina's status in Vietnam, and the subordination of the Vietnamese -
army and diplomatie service to those of France. The editor concludes that
the word ®independence" could scarcely be used in connection with the
relationship proposed by DeGaulla.
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FCA to aid New Caledenian nickel production. Recent ECA alloeations
‘to French Overseas Territorics include 55505,000 to assist in purchase
from the 1S of 50,000 tons of coking coal for New Caledonia; Tt is
estimated that this will permit the production in 1949 of 2,000 tons of
nickel matte over and above the scheduled production of 2300 tons. All
.New Caledonian nickel output will be shipped to France,

The landed cost of I'S cecal in New Caledonia is approximately $24.,50
a ton as campared with 13 a ton for Australian coal, Chroenic strikes and
low productivity in the Australian mines, however, have precluded the
nossibllity of meeting New Caledonian requirements with coal from that
source, The Societe Le Nickel, which operates the New Caledonian nickel
properties, is nepgotiating with the orld Banik for a loan to financse
installation of a plant which would permit the use of fuel o0il in place
of coal, However, even if the loan is approved, it would require two

- years to complete the installation,
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